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Pace Student
Vol. IX

New York, August, 1924

No. 9

The Relation of Arbitration to the
Profession of Accountancy
The American Institute of Accountants, at its convention held in September of last year, made pro
vision for a Committee on Public Affairs. The work of this committee is to organize the writing and speak
ing abilities of the members of the Institute for the purpose of aiding in all public affairs in which the ser
vices of accountants, because of their financial and accounting training, would be especially useful.
The committee is issuing a number of letter-bulletins, which are receiving wide distribution among
business men throughout the country. The first of these letter-bulletins deals with the subject of Arbi
tration, which is being adopted as a speedy and economical means for the settlement of commercial dis
putes. The major part of this first letter-bulletin is reproduced herewith for the information of the readers
of THE PACE STUDENT—Editor.

ARBITRATION — a method of settling dis
putes between business men without resort
to the courts—is rapidly becoming of im
portance in commercial affairs. The development
of this practice, the endorsement of the general
principle of Arbitration by the American Institute
of Accountants, and the Institute’s suggestion
that members and associates do what they can to
encourage this movement, make Arbitration a
subject of prime importance to accountants
throughout the country.
The endorsement of the Institute is contained in
a resolution adopted at the annual meeting held in
September, 1923, at Washington, D. C., as follows:
“Resolved that the Institute give to the work of the
Arbitration Society of America its support; that it
communicate with its members throughout the country,
urging them to be favorable to the introduction of the
system of Arbitration in commercial disputes, and gen
erally do everything possible to forward the popularity
of Arbitration, including services as arbitrators, when
called upon so to act.”

Careful study of the development of arbitration
in the business life of the nation, and of its bearing
on the profession of accountancy, has been made by
the Bureau of Public Affairs. The bureau there
fore presents herewith the results of its investiga

tions. It makes definite recommendations as to
what accountants should do, first, to aid in intro
ducing Arbitration and, second, to develop pro
fessional practice with respect to the performance
by accountants of duties as arbitrators, or as in
vestigators or consultants in arbitrated cases.
The arbitration of commercial and business dis
putes is a distinct step forward from the custom of
taking to the courts cases which involve only ques
tions of fact. It is the belief of the committee
that the development of Arbitration presents to
practising accountants an opportunity to be of
distinct service to their clients and the community,
and to benefit accountancy. By employing Arbi
tration, business men may obtain prompt decisions
and settlements of their differences, and at the
same time may aid in relieving the congested
condition of court calendars.
Arbitration is just coming into use in the business
world. Accountants, in their capacity of business
consultants and advisers, have an opportunity to
be of aid in the enactment of enabling legislation
in about forty of the states. Public service in this
direction will be useful to business men and will
undoubtedly serve to strengthen the position of
accountants.
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The Arbitration Society of America, 115 Broad
way, New York City, is the organization, nation
wide in scope, directing the work of promoting the
enactment of Arbitration statutes, and of setting
up and conducting Arbitration tribunals. Moses
H. Grossman is acting president; Charles M.
Schwab is chairman of its general committee; and
its board of governors includes such well-known
men as Franklin Simon, Bainbridge Colby, Arthur
S. Tompkins, James A. O’Gorman, William C.
Redfield, Samuel McRoberts, Jules S. Bache,
Charles L. Guy, Almet F. Jenks, Frederic Ker
nochan, and Frank H. Sommer. Officials of the
Arbitration Society have assisted the Bureau of
Public Affairs of the Institute in its study of Arbi
tration, and many of the facts in this bulletin were
obtained from that source.

What Is Arbitration?
Arbitration is a legally recognized method of
settling differences between business men without
ordinary litigation. Decisions are obtained by the
submission of facts to one or more arbitrators,
whose award is binding and legally enforceable.
When disputants sign an agreement to arbitrate,
this agreement, under approved arbitration laws,
is irrevocable; neither side can withdraw, and both
must abide by the decision.
Arbitration is a method of co-operating with the
courts. It is in no sense a rival of the courts, but
it is a method of obtaining a settlement of points
in dispute in a few days, or weeks, instead of by
litigation extending over the months or years
required to take a legal action through the courts.
Hearings are held in private—there is no pub
licity. Each side tells its story in its own way.
Rules of evidence do not exclude matter which the
arbitrators believe has a bearing on the case.
Arbitrators may be chosen from a list of volun
teers who serve without pay, or the disputants may
agree on one or more arbitrators, and make their
own arrangements as to fees. Disputants may be
represented by counsel if they so desire, and may
introduce, at their own expense, such expert testi
mony as they wish.
Arbitration tribunals are not trade courts exclu
sively; there are no limits to the scope of their
public service.
Agreements to submit actionable differences or
controversies to arbitration are called “submis
sions.” They are written agreements, upheld by
the law in some states as binding and irrevocable.
Arbitrators, under the approved laws, have the
power to subpoena witnesses, compel production of
books and papers, and in almost all essential re
spects, to exercise the same authority with which a
judge is clothed in the conduct of a trial.
The awards of arbitrators, under the approved
laws, may be confirmed by the court if so desired,
and they then become a judgment of that court.
In a majority of cases the awards of arbitrators are
not entered on court records, the provisions being
carried out by the disputants without an order from
the court
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Present Legal Status
Arbitration laws, making arbitration valid, irre
vocable, and enforceable, are now in effect in New
York and New Jersey. Other states, such as
Idaho, Illinois, Kansas, Maine, Massachusetts,
Nebraska, North Dakota, Tennessee, Texas, Utah,
and Wisconsin, also have arbitration laws, but
these are not fully satisfactory, as they permit a
withdrawal of a disputant after he has signed an
agreement to arbitrate, or contain some other
loop-hole. The amendment of these laws is
desired.
A similar measure, affecting practice in federal
courts and providing for the arbitration of inter
state and maritime disputes, is now pending in
Congress. This measure was introduced by Sena
tor Thomas Sterling and Congressman Ogden L.
Mills.
There are thirty-five states in which the first
steps for legalization of Arbitration have yet to be
taken. Measures are being considered in states
whose legislatures convene this year and next year.
Requests for co-operation in obtaining the enact
ment of Arbitration laws have been received by the
Arbitration Society of America from Arizona, Cali
fornia, Colorado, Connecticut, District of Colum
bia, Florida, Georgia, Idaho, Indiana, Michigan,
Minnesota, Missouri, Nebraska, North Dakota,
Oklahoma, Pennsylvania, Tennessee, Texas, Wash
ington, West Virginia, and Wyoming.
General Steps to Be Taken
The general steps to be taken on behalf of Arbi
tration may be summarized thus:
1. The public, particularly business men and
women, should be educated as to the advantages of
arbitration.
2. Approved Arbitration laws should be enacted
in all states and territories of the United States
which do not already have such laws.
3. Business men and women should be encour
aged to have clauses providing for the arbitration
of commercial disputes involving questions of fact
inserted in contracts.
4. A list should be made (and published) of men
and women willing to serve as arbitrators, either
with or without compensation.
5. Trade organizations should be encouraged to
co-operate in general Arbitration tribunals.
Experiences of Accountants
A public arbitration tribunal has been conducted
in the City of New York for a year and one-half.
At the request of commercial organizations and
others interested in furthering arbitration, many
men prominent in the community agreed to serve
as volunteer arbitrators, without fee. Others ex
pressed a willingness to serve as arbitrators, the
fees to be fixed in proportion to the amounts and
the time involved in the various cases in which
they were called to act.
Among those who consented to serve as arbitra
tors were a number of practising accountants of
New York and New Jersey. These men have been
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called upon and have served to the complete
satisfaction of the disputants. In many of the
cases very few hearings were found to be necessary
and but little of the accountant-arbitrator’s time
was required.
One accountant reports that he neglected to
make inquiry, before accepting an invitation to
serve as arbitrator in a certain case, as to how much
time would be required and as to the nature of the
points in controversy. As a result he has been
compelled to hold more than thirty hearings and
the case is not yet finished. This accountant
believes that it is advisable for those who are asked
to serve as arbitrators, to make inquiry as to the
nature of the case and the amount involved so that
an approximate agreement as to compensation
may be reached in advance.
No matter whether an accountant serves as a
volunteer arbitrator or on the basis of fees, he may
feel that he has performed an important public
service—a service that enabled disputants to reach
a prompt and economical settlement of their
differences and that has relieved to some extent
the congested court calendars.
In one state, practising public accountants have
interested themselves actively in a campaign for the
enactment of a law providing for arbitration of busi
ness disputes. They are co-operating with com
mercial organizations and other bodies.
A Dignified Public Service
Model arbitration laws, such as the 1920 New
York statute, confer on arbitrators the powers of
judges. They become, in effect, officers of the
courts. The responsibility thus placed upon an
accountant when chosen to serve as an arbitrator
is in accord with the responsibilities involved in
other public services which the profession of ac
countancy may reasonably be expected to assume.
Practising accountants have not shirked their duty
to the public in the matter of commercial arbitra
tion, as shown by the work of those who have
served as arbitrators. In fact, these men have
brought additional lustre to the profession.

Ways of Encouraging Legislation
Comparatively few of the states and territories
have as yet enacted laws providing for the arbi
tration of business disputes, giving full legal force
and effect to decisions of arbitrators, and pre
venting the withdrawal of one of the parties after
an arbitration agreement has been signed.
If your state has no such law, your efforts in
behalf of arbitration might well be directed to
organizing, stimulating, and directing sentiment
for the enactment of such legislation.
One very effective method of demonstrating the
advantages of arbitration of business disputes in
states where it is not provided for by law, is to
bring about the submission of differences to arbi
tration. Though the decisions of the arbitrators
in such cases could not be enforced by law, the
mere fact that the disputes were submitted to
arbitration will, in a large majority of cases, bring
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about their amicable adjustment and, at the same
time, serve as an example for other business men.
Co-operation with commercial organizations and
bar associations in your state, to secure the intro
duction of a model arbitration law based on the
New York and New Jersey acts, would be a great
help. For example, you might be able to present
the matter to the members of a business men’s
club, a chamber of commerce, or a trade organiza
tion.
Accountants, because of their confidential rela
tions with clients, are in a position to point out the
advantages of this recent development in business,
and at the same time to perform a public service.
What It Means to Serve as an Arbitrator

To be called upon to serve as an arbitrator is
regarded as a mark of respect and a high honor.
Under the existing laws in several states, arbi
trators are invested with the powers of judges.
Their decisions are enforceable at law, just as is a
judgment of a court of record.
Arbitrators in such states are empowered to call
witnesses and to require the submission of papers
and books. They have the right to say what
evidence shall be admitted, and the practice is to
receive everything bearing on the case at issue,
the restrictions of the rules of evidence being
removed.
The arbitrator allows each side to present its
case and tell its story in its own way, producing
such witnesses as it may see fit.
Attorneys are not barred and may represent
one or both of the disputants. They are frequently
called upon to act as arbitrators.
Arbitrators, after weighing all the evidence, hand
down a decision which may later, under approved
laws, be entered as a court record if either or both
sides desire. It has all the weight of a court
decision.
Arbitrators hold their hearings in private. This
is one of the advantages of arbitrating business
disputes as there is no attendant publicity.
The spirit of conciliation, but not the spirit of
compromise, should prevail in all hearings, and
arbitrators should endeavor to remove all doubts
and misunderstandings between the disputants.

Mode of Operation
To bring about the arbitration of an existing dis
pute, disputants are first required to sign an agree
ment to submit the matter to one or more arbi
trators.
The parties then agree upon one or more arbi
trators, who may be chosen from lists submitted by
the arbitration tribunal in their locality, or who
may be men suggested by the disputants them
selves.
The hearings are held at the time and place
agreed upon by the arbitrator and the disputants.
At the conclusion of the hearings a decision is
rendered. If an award is found necessary, the
arbitrators usually express their reasons for the
award.
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The whole transaction is usually undertaken and
consummated in a brief period of time and at a very
small percentage of the cost of a court action.

Upheld By Court Decisions
Decisions recently handed down by the Supreme
Court of the United States and by the Appellate
Division of the Supreme Court of the State of New
York uphold the principle of commercial arbitra
tion and declare arbitration agreements to be valid
even without enabling statutes, although specific
remedies cannot be invoked unless they have been
provided by statute.
The case that went to the United States Supreme
Court involved also a decision by the New York
Court of Appeals. The case, which was in ad
miralty, involved a contract between a steamship
company and a company which chartered one of
its boats. A dispute arose as to whether or not the
master of the chartered vessel had made a certain
voyage with proper dispatch, and hence, whether
or not certain amounts paid by the charterer
should be returned. The charterer attempted to
have the case taken into admiralty court, holding
that the New York contract with its arbitration
clause was no barrier. The decision is that the
New York contract is enforceable and that the
parties must proceed to arbitration. The decision
states: “New York had the power to confer upon
its courts the authority to compel parties within
its jurisdiction to specifically perform an agree
ment for arbitration, which is valid by the general
maritime law, as well as by the law of the state,
which is contained in a contract made in New
York, and which, by its terms, is to be performed
there.”
The decision was written by Judge Brandeis,
and all but one of his associates concurred.
In the second case, the decision by the Appellate
Division of the Supreme Court of the State of New
York upholds the right of an arbitrator to make
personal investigation of the facts in an issue before
him, in an honest effort to arrive at a just
award.
In this case one of the parties after an award had
been made and confirmed by the courts, moved for
a re-argument on the ground that the arbitrator
made personal investigations after the hearing and
considered statements of persons who had no con
nection with the proceeding, and thus, that the
petitioner was denied the opportunity for crossexamination. The court vacated the award on
the ground of misbehavior on the part of the arbi
trator, but an appeal from this order of the court
resulted in a unanimous decision by the Appellate
Division of the Supreme Court, which vindicates
the arbitrator and reverses the order vacating the
award.
In both of these cases it is brought out that if one
of the parties to an arbitration agreement is un
willing to proceed to an arbitration, the court is
empowered to name an arbitrator for him and to
compel him to proceed to arbitration.
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Sample Clauses for Arbitration Contracts
Two model clauses have been suggested by the
Arbitration Society of America for inclusion in
contracts providing for arbitration. The second
clause, it will be noted, is suitable for use when
disputes are to be arbitrated in accordance with
the rules of a board of arbitration. The clauses
follow:
“Any dispute arising under, out of, in connection
with or relation to this contract shall be submitted to
Arbitration in accordance with the laws of the state
of.............................................................................................. ”
“Any dispute arising under, out of, or in connection
with or relation to this contract, shall be submitted to
Arbitration under the rules of the Board of Arbitration
of the.............................................which rules, we, the
parties hereto, have read and do hereby accept.”

Accountants May Help From the Public
Service Point of View
First: Accountants may address public and
quasi-public organizations and trade bodies ad
vocating the use of Arbitration, and the inclusion
of Arbitration clauses in contracts.
Second: Accountants may assist in Arbitration
legislation in the states and territories which have
no such laws, or in which strengthening amend
ments are needed.
Third: Accountants may, if they desire, offer
their services to arbitration tribunals as volunteer
arbitrators, and they may assist in securing the
co-operation of trade bodies with arbitration tribu
nals. It is pointed out by the Arbitration Society
that it is the almost universal feeling among men
of affairs that few functions in life hold more of
usefulness, dignity, and honor than that of acting
as an impartial judge between men in their honest
differences.

Accountants May Help From the Professional
Point of View
First: Accountants may recommend the prin
ciple of Arbitration to their clients, suggesting that
business contracts be made to include a clause
providing for the Arbitration of disputes which
may arise from these contracts.
Second: Accountants may act as arbitrators
and as advisers to disputants when called upon to
do so. Fees for services as arbitrators may be
agreed upon in advance, and may fairly bear rela
tion to the amount involved in the case and to the
number of hearings which may be required.
Third: Accountants may perform investigative,
auditing, or other accounting work for clients who
submit matters to Arbitration. A majority of
cases will be settled on the basis of statements and
accounts, for the preparation of which the services
of accountants will be needed.
Additional Information
Additional information may be obtained from the
Arbitration Society of America, 115 Broadway,
New York, N. Y. The Bureau of Public Affairs of
the American Institute of Accountants will be glad
to answer inquiries and will make public late de
velopments from time to time.
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Cost Accounting for the Manufacture
of Tanning Extracts
By Howard L. Gibson,
Secretary, The American Manufacturers Foreign Credit Underwriters, New York

Many special kinds of manufacturing are found
throughout the industrial world. Some of the
most interesting of these industries are based on
chemical processes or are related to such pro
cesses. In order to provide information with
regard to an interesting industry of this char
acter, and to illustrate the general applicability
of the principles of cost accounting, the following
article on the manufacture of tanning extracts
has been prepared.—Editor.

N times past, all the leather industries produced
their own tanning extracts, and this is still true
of a few of the larger tanneries. These ex
tracts were obtained by a process known as leach
ing, which at best was very unsatisfactory because
of the necessary expensive labor and overhead
involved. Also, the extracts procured in this
manner were not of a uniform nature, since the raw
materials varied as to color, tannin strength, and
various other constituents, and because the tan
neries were primarily interested in the manufacture
of leather, not the extract.
These conditions gave rise to separate industries
that specialize in producing uniform extracts and
blends. The raw materials consist of vegetable
substances containing tannin or tanic acid, which,
for the most part, are imported into the United
States. Some of the more important raw materials
are quebracho wood, found in Argentine and Para
guay ; cork oak bark, from Spain; wattle bark, from
the Natal wattle; the myrobalan nut, chestnut oak,
and hemlock fir bark, found in the United States.
By far the most important raw material is the
quebracho wood; and, since from this the bulk of
the extract is produced, quebracho will be used in
tracing the work operations in the production of
tanning extracts.
The word “quebracho” comes from the Spanish
“quebrahacho,” meaning axe breaker. The wood
has very peculiar qualities. It is a rusty-iron color
when weathered, is very difficult to ignite, is so
hard that it cannot be worked by the ordinary
carpenters’ tools, but must be machined as metal,
and is nearly half again as heavy as water. The
greatest commercial value of the wood is in the
extraction of tannin, of which it yields twenty per
cent. by weight.
The raw material arrives in the log form, stripped
of bark and outside coating of sap wood. The
logs run about fifteen feet long by one foot in
diameter and weigh nearly one-half ton each.
They are stored in the open, there being negligible
deterioration from exposure due to their rugged
texture.

I

These logs are transferred from the storage pile
by mechanical conveyances to the first stage of the
process, called the “chipper.” In this chipper, the
log is forced against large revolving blades by
means of a power worm screw and is cut into small
chips.
The chips are conveyed to a large vertical cooker
called an “extractor,” where, after water is added,
they are subjected to a live steam treatment for a
period of from twelve to fifteen hours. As the
tannin is extracted and drawn off at the bottom to
raw liquor storage tanks, fresh water is added from
time to time at the top of the extractor. The spent
chips remaining in the extractor are dumped into
the boiler-room to be used as fuel. These spent
chips now possess only from one-half to one per
cent. tannin and are readily burned.
The raw liquor is next run into an evaporator,
where it is boiled down to approximately thirtyfive per cent. tannin content. From the evapora
tor the liquor goes into a mixer, where sodium
bisulphite is added, making the solution soluble in
water and thus suitable for the leather industries.
Various blends of the finished product are procured
by other vegetable tannins in this mixer vat.
The finished product is then held in storage tanks
ready for barreling or loading in tank cars as the
demand calls for. In some instances a solid form
is desired, and this is obtained by carrying out the
process in the evaporator to the point where the
extract will become solid when run out and cooled.
As this is clearly a continuous process industry,
the cost accounting is comparatively simple.
To the cost of raw material are added all inward
charges, weighing and unloading, making up the
wood inventory.
The value of the spent chips used for fuel is
figured on an arbitrary basis. It has been found
that about three tons of chips give the heat equiva
lent of one ton of coal; or, in other words, that one
ton of chips is equal to one-third the cost of one
ton of coal. The tons of chips that go to the boilerroom during the accounting period are accordingly
valued at one-third the inventory price per ton of
coal. This amount is charged to steam and de
ducted from the cost of wood taken from the wood
inventory and used in process during the period.
The remaining cost of the wood, after the fuel
value deduction, is charged to a manufacturing
account called “chips.” The reason for this ad
justment before the charge is made to the account
Chips is so that this account will show at all times
the actual cost of the wood that is used in manu
facture, as a portion of the original cost is avail
able for fuel purposes. No inventory is kept of the
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spent chips in the boiler room because they are
consumed in the boilers as quickly as accumulated.
To the account Chips is added the operating
account Chipping, the latter account including the
expenses incident to operation, such as labor,
steam power, depreciation, and repairs.
From Chips the material goes into Work in
Process. Here it receives the cost of extraction,
treating, chemicals, steam power, labor, and the
materials used when a blend is desired.
The Work in Process is then credited and Cost of
Manufacture charged with the finished product.
To Cost of Manufacture are added all factory
overhead expense accounts, such as Insurance,
Miscellaneous Factory Expense, Depreciation,
Taxes, Water, and Laboratory. These accounts
are allocated to the different products manufac
tured during the period on the basis of weight of
the finished goods.
From Cost of Manufacture the product is trans
ferred to Finished Product, where it receives the
cost of barrels and labor of barreling. Since the
barrels are not returnable by the customer, their
price is included in the finished product.
The goods sold during the period are credited to
Finished Product and charged to Cost of Goods
Sold. The costs of handling and loading and all
prepaid freight are added to this latter account,
and at the end of the period, it is closed out into
Profit and Loss.
The above procedure gives at all times a per
petual inventory of raw material, chips ready for
process, work-in process, and finished goods. It
also shows the cost of the various operations under
separate accounts, these nominal accounts being
closed out into their respective inventory accounts
at the end of each period.
Separate exhibits are prepared for each product
showing the gross profit in the usual manner, as
under:
Total sales ...........................................................................
Inventory at beginning...........................................
Purchases....................................................................
Used in manufacture...............................................
Expenses................................. ..................................

xx
xx
xx
xx

Less inventory at end..............................................

xx

xx

The Growing Importance
of the Business Woman

Cost of goods sold.............................................................

xx

Gross profit..........................................................

xx

...........

It has been found more satisfactory to deduct the
General Administrative and Selling Expense from
the gross profit of all the products rather than
to attempt to prorate it over the various products
and deduct it from the gross profit of each as shown
by the exhibits. Such a distribution is purely
arbitrary and is of no special statistical value.
A convenient method of recording the goods used
in producing blends will be found by means of the
voucher record. In some cases a finished product
is used, and in others a raw material is used to
make the different grades or blends of the finished
goods. In either case, the COST, not the market
value, is entered in the sales journal and charged to
an arbitrary account, or the account of the com
pany itself is opened in the accounts receivable
ledger. A voucher is then prepared giving in
detail the material used and entered in the voucher
record, charging the proper work-in-process account
and crediting Accounts Receivable Controlling
account and the arbitrary account, or the account
of the company itself, as the case may be. In
this way all re-manufacture, as it is called, can be
handled in the regular books of entry without neces
sitating a journal entry or some special procedure.
The goods are sold to the customer on the basis
of tannin content. This eliminates his paying for
the water and other non-tannin ingredients in the
extract, although these are quite essential to the
treating of leather.
The exact percentage of tannin in the extract is
determined by the official method of the American
Leather Chemists Association. This analysis re
quires two days and is usually not completed until
after the date of shipment of the goods. To ac
commodate this lapse of time, a provisional invoice
is issued to the customer at the time of shipment on
ninety per cent. of the selling price, based on a
thirty-five per cent. tannin content. The differ
ence in the amount of the sale as determined by the
laboratory analysis is adjusted on the final invoice
which follows upon receipt of analysis.

The captions “inventory at beginning,” pur
chases,” “expenses,” and “inventory at end” are
supported by schedules showing in detail how they
are made up. The “expense” schedule gives the
cost of each operation applicable to the class of
product.
A summary statement gives in a condensed form
the total sales, cost of goods sold, and gross profit
or loss on each kind of product as shown by the
exhibits. The total of these profits and losses
gives the gross results for the period. From this
are deducted the General Administrative and
Selling Expense, also supp
orted by schedules,
giving the net profit and loss.

S ME interesting facts relating to the growing
O
importance of the woman in business are dis
closed in a recent article published in the
New York Telegram and Evening Mail.
The pay-rolls of the state departments of New
York show that the women far outnumber the
men in state positions. This condition is pertinent
to some of the high positions, as well as to less
important and minor positions. Women are
found serving the state in positions requiring the
greatest confidence and the assumption of technical,
executive, and managerial responsibilities.
Several women serve as commissioners in state
departments—Miss Frances Perkins, of the State
Industrial Commission; Miss Harriet May Mills,
of the State Hospital Commission; and Mrs.
Charles Bennett Smith, of the State Civil Service
Commission.
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The Question and Answer Department
This Department does not publish answers to all questions received, but only to those which are
deemed to be of general interest to readers of The Pace Student. A communication, in order to re
ceive attention, must contain the name and address of the person asking the question.

NOTICE a difference of opinion in several
In this connection it is believed necessary that
treatises on corporation accounting with regard we have* the following records to ascertain certain
to shipping department expenses and salaries. information at any given time:
Some authorities seem to consider them selling ex
1. Sales Register—Showing amount subscribed
pense ; others seem to consider them manufacturing and proportionate interest to $40,000 of each
cost in the case of a manufacturing corporation. subscriber.
Your views with respect to this matter, with the
2. Daily Cash Received Vouchers—These are
reasons therefor, will be appreciated.
posted daily to Cash Received Record.
Answer:
3. Disbursed Voucher Record—Distributing
There is no set rule which can be followed in
stating the exact location of a particular item of bills to the various accounts, such as Office Ex
expense with reference to every Profit and Loss pense, Salaries, Commissions, Telephone and
Statement. Each item should be classified in Telegraph, Rent, Subscription Refund, Lease
such a manner that the fullest information possible Expense, etc.
4. Cash Disbursed Sheets—Listing daily checks
may be given.
The term “selling expense” is by common con issued, which totals are posted daily to Cash Dis
sent applied to the costs of inducing and negotiating bursed Record.
sales, and it embraces such items as salesmen’s
5. Subscription Ledger—Showing each sub
salaries, salesmen’s traveling expenses, advertising, scriber’s holdings—whether in Syndicate No. 1,
and the like. If shipping department expenses 2, 3, or all.
are no part of the cost of inducing or negotiating
6. Certificate Register—Showing the certifi
sales, then it would seem that they should not be cates of interest issued when the subscriptions are
considered under the heading of Selling Expense. fully paid.
As to whether they are manufacturing costs, it
7. General Ledger.
likewise depends upon the specific circumstances
My
employer insists that a separate set of books
attaching. Manufacturing cost embraces all ex
penses and costs necessary to bring the product be kept for each syndicate, but also insists that
to the state in which it is offered for sale. Any only one bank account be maintained for all
expenses incurred subsequently thereto are not syndicates combined. I have set up the abovementioned books of record, but cannot see clearly
costs of manufacturing.
Shipping department expenses may under some how I can maintain one bank account efficiently.
Before Syndicate 1 is closed, sales are made on
circumstances be legitimately included as a part of
manufacturing cost. For example, if when an order Syndicates 2 and 3. This of course necessitates
is placed it is contracted that it will be delivered in issuing checks (which run consecutively) in perhaps
a certain specified style of package, the cost in the following manner.
the shipping department of putting it into that Check 1—Chargeable to Commissions, Syndicate 1
2—
package would be necessary to bring it to the state
in which it is offered for sale. This applies partic
3—
“
“ Salaries,
"
1
ularly to machines and similar articles.
4—
“
“ Commissions,
“
3
On the other hand, if the shipping department
Will you please advise me of a simple method of
expenses are incurred merely to pack product in a keeping books for this business?
convenient manner for shipping, then it is no part
of bringing the article to the state in which it is Answer:
offered for sale.
Unless we were able to make a thorough investi
We believe the most general practice is to con gation of the business, we would find it imprac
sider shipping department expense as a subdivision ticable to comply fully with your request, since a
of general expense incurred, rather than as manu system that answers in one organization might
facturing cost or as selling expense.
be entirely unsuited to another.
In general, the records you have mentioned and
Y concern is now syndicating several tracts numbered one to seven, inclusive, in all probability
of oil leases. For the consideration of will answer your problem. The problem as to the
$40,000, they are giving a one-half interest custodianship of the cash is a legal one, on which
in a 160-acre tract. I believe there will be about you should seek the advice of your counsel. If it is
50 separate and distinct syndicates, and it takes at all admissible to pool the cash, care must be
approximately two months to sell $40,000 to taken to safeguard the interests of each syndicate,
regardless of the operations of the other syndicates.
subscribers.
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URING the first year of existence of our
company (1921) it lost $3,000.00 after
making due allowance for depreciation, and
the like. During the second year we made a
profit of $3,500.00. During the third year we
made a profit of $8,000.00. In most of these
years we charged to bad debts only actual losses,
and we did not deduct anything for dividends.
When closing the books for the purpose of de
termining tax, can I hold a certain amount of
profits as a reserve for bad debts and for dividends
that the directors may declare; or is the tax to be
calculated on our $8,000.00 profit less the $2,000.00
exemption? Is it good practice to deduct divi
dends of one year during the next year? If not,
how should the dividend account and the sur
plus account be handled?

D

Answer:
It is the policy of The Pace Student in general
to refer our subscribers who inquire about income
tax matters to the Treasury Department. How
ever, you raise several questions of theory and for
that reason we are answering your inquiry.
The income tax regulations with respect to cur
rent returns (that is, 1924 returns) permit of the
setting up of a reasonable amount for reserve for
bad debts, when computing taxable income. On
the other hand, dividends are not expense of con
ducting a corporation’s business and, therefore, no
deduction from taxable income may be taken in
respect to dividends declared.
Furthermore, it is not proper accounting to set
up dividends which have not been declared, and
this is irrespective of tax matters. A dividend
becomes a liability on the corporation only upon
its being declared..
When a dividend is declared, entry should be
passed as follows:
SURPLUS.......................................................................... xx
To DIVIDEND PAYABLE................................
To set up dividend declared by Board of Directors
on ......... 19, per resolution recorded
in the Minute Book, page........

xx

When the dividend is paid, entry would be passed
as follows:
DIVIDEND PAYABLE...............................................
To CASH.................................................... ...........
For payment of dividend.

xx
xx

You will be interested to note that there is a
possibility that you may deduct the $3,000.00 loss
sustained during the year 1921 from the $3,500.00
profit made in the year 1922. This is by virtue of
paragraph (b) of Section 204 of the Revenue Act
of 1921, which is as follows:
“If for any taxable year beginning after Decem
ber 31, 1920, it appears upon the production of
evidence satisfactory to the Commissioner that
any taxpayer has sustained a net loss, the amount
thereof shall be deducted from the net income of
the taxpayer for the succeeding taxable year; and
if such net loss is in excess of the net income for
such succeeding taxable year, the amount of such

excess shall be allowed as a deduction in computing
the net income for the next succeeding taxable year;
the deduction in all cases to be made under regu
lations prescribed by the Commissioner with the
approval of the Secretary.”
For the year 1924, the provisions, with respect
to the deduction of losses as indicated in the above
quotation from the 1921 Revenue Act, have been
somewhat changed. The new provisions are con
tained in Section 206 of the Revenue Act of 1924.
HE land owned by our company cost $14,500.00. It is now worth, according to an
appraisal made by an appraisal company,
$50,000.00. I wish to show land in our balance
sheet at $14,500.00 plus tax and interest pay
ments. Is this principle correct, or shall I use a
more conservative figure?

T

Answer:

With respect to the valuation of land held as a
capital asset (i. e. for purposes other than sale),
it is not generally considered good practice to
write up the value of such asset as a result of an
appraisal, although in certain instances it would,
no doubt, be permissible. The general idea is that
capital (permanent) assets should not reflect cur
rent fluctuations but preferably should be recorded
at cost, less depreciation if any depreciation occurs.
Occasionally, however, a revaluation is permissible.
For example, in the City of New York fifty years
ago in the Wall Street section property could be
bought at a certain figure. If that same prop
erty were to be purchased today, it probably
would command ten or fifteen times the figures of
fifty years ago. It is universally acknowledged
that such an increase in value has come about.
Accordingly, the books might be adjusted to such
increase. On the other hand, when there is no
universally acknowledged recognition of an in
crease, and of the approximate amount of the in
crease, then the more conservative practice is not
to write the value up.
We note that you state you are carrying the land
at its cost value plus tax and interest payments.
If the tax payments are the ordinary annual taxes
on real estate, such as are levied by city, county,
and state authorities, they are carrying charges and
ought to be charged to profit and loss account
instead of to the land account. On the other
hand, if the taxes represent unpaid taxes which the
present owner took over at the time he acquired the
property, or if they represent assessments for im
provements which increase the value of property
(such as sewer assessments, street paving assess
ments, and the like), they are properly charged to
the land account and represent, as indicated,
increased value.
In general the same principle applies to interest
payments. If the interest payments represent
current payments against a mortgage on the prop
erty, then they may properly be charged to profit
and loss instead of to the land account. If, on the
other hand, the property was acquired on fore-
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closure sale, any amount of unpaid interest which
accrued prior to the time of purchase, and which
was paid by the present owner, would be an addi
tion to the cost of the property.
UR company (a coal mining company) has
issued bonds up to the amount of $50,000.00.
It is understood that a sinking fund will be
set up at the rate of 15 cents per ton for each ton
of coal mined. The deed of trust contains stipu
lations whereby the sinking fund is to be deposited
monthly with the trustee. The company may not
always live up to this requirement because there
may be times when, owing to lack of funds, the
payment will lapse one, two, or three months, at
which time arrears will be paid up,
When the sinking fund is turned over to the
trustee, he will deposit it in a savings back. The
bonds mature at the rate of $2,000.00 per year
and on the day bonds are to be redeemed the trustee
will withdraw from the savings bank the amount
necessary to retire the bonds, and will pay the
bonds off. The trustee will keep the savings bank
interest in the fund.
It has been decided to keep the records in such
a way that the following information will be shown:
(a) the amount of bonds actually outstanding; (b)
amounts of fund deposited with trustee; (c)
amount of sinking fund not yet deposited with the
trustee but which should be so deposited.
Will you please outline an accounting procedure
to carry into effect all of the foregoing?

O

Answer:

When bonds are issued, entry should be made as
follows:
CASH...................................................................................
To BONDS PAYABLE........................................
For issuance of Blank Bonds as follows: (insert
appropriate description)

xx
xx

When the cash for the sinking fund is paid over
to the Sinking Fund Trustee, entry should be
passed as follows:
SINKING FUND............................................................
To CASH...................................................................
For payment to trustee .... tons at .. . c. per ton.

xx
xx

In addition to the foregoing, it is sometimes
desirable to set up an account known as a reserve
for sinking fund account. This reserve for sink
ing fund account is merely an account for trans
ferring out of the surplus account to a special sur
plus account an amount equal to the assets trans
ferred to the jurisdiction of the sinking fund trus
tee. The object of this transfer of surplus is to
reduce the amount of surplus in the surplus
account because of the fact that, with the assets
held by a sinking fund trustee, there is really that
much less surplus available for general uses.
leaving it in the surplus account might cause the
directors or stockholders to be misled as to the
actual amount of assets available for general use
of the corporation. The entry made when this
reserve account is set up would be as follows:
SURPLUS..........................................................................
To RESERVE FOR SINKING FUND.........
For transfer from former to latter of amount of
surplus equal to the assets set aside in the
sinking fund.

xx
xx

When the bonds are retired, an appropriate
amount may be transferred back to Surplus ac
count from the reserve for sinking fund account.
We note that you state it is desired to keep the
records in such a way as to show (a) amount of
bonds actually outstanding; (b) amount of funds
deposited with the trustee; (c) amount of sinking
fund set up but not deposited with the trustee.
The foregoing entries will give you the information
required for (a) and (b). We call your attention,
however, to the fact that until the amount is
specifically segregated it is not really a “sinking
fund.” The term sinking fund is reserved for
assets specifically segregated, and usually turned
over to a trustee, for the ultimate redemption of a
debt.
In order to accomplish the effect required by
item (c) we suggest that the procedure we have
already outlined (which is the common procedure)
be supplemented by making each month a com
putation of the amount to be paid to the trustee,
and by passing entry as follows:
xx

When the Sinking Fund Trustee secures interest
or other income on the funds in his possession,
entry should be passed as follows:

ASSETS TO BE TRANSFERRED TO TRUSTEE
To SINKING FUND TRANSFER.................
For amount to be turned over.

SINKING FUND...........................................................
To INCOME............................................................
For income received by sinking fund trustee on
sinking fund.

When the assets are turned over, the entries
previously indicated to you may be made, and an
additional entry would be passed as follows:

xx
xx

If the trustee pays out of the fund any expenses,
entry should be passed as follows:
EXPENSES.......................................................................
To SINKING FUND..........................................
For expenses paid by trustee out of sinking fund.

xx
xx

When the bonds are retired, entry should be
passed as follows:
BONDS PAYABLE........................................................
To SINKING FUND............................................
For retirement of bonds as follows:
(insert details)

xx

xx

SINKING FUND TRANSFER................................ xx
To ASSETS TO BE TRANSFERRED TO
TRUSTEE....................................................
To cancel former entry, funds now having been
turned over to the trustee.

xx

xx

In the foregoing we have assumed that the bonds
are issued at par and that retirement has been
made at par. If the question of discount or pre
mium is involved modifications should be made to
conform to the actual facts.
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HE Accountancy Profession has suffered a
great loss in the death of Alexander Aderer,
which occurred in New York on July seventh.
Mr. Aderer was a member of the firm of Alexander
Aderer & Company, certified public accountants,
and for many years has been well and favor
ably known in business and professional circles. In
the succeeding issue of this magazine fuller and
more fitting tribute will be paid to the memory of
our good friend who has passed on.

T

Make the Start
F YOU have a mean job to do, an uncongenial
task to perform, make a start. It is the hardest
part of the job and, usually, the most uninter
esting. You should remember that after you get
by the beginning, the rest is usually easy. The
principle is the same no matter what your work
may be. If you are building a house, you build
your foundation first, a part of the work that is
not by any means the most interesting. If you
are dictating an important letter or report, the
first sentence or paragraph is frequently the least
interesting and the hardest to construct.
Some one has said that it is not so important
how you start as that you should start. If one is
too minutely particular at the beginning of a taks,
he may be held back. It does not pay to waste
time in getting under way.
So, with respect to that laudable plan, that
ambitious scheme, get under way. Start!

I

Spelling
HE facetious person who remarked a short
time ago that it is a pleasant job to dictate
letters because you can use to your heart’s
content words that you can’t spell, expresses the
attitude seemingly held to-day by many business
men and women. While the ability to spell cor
rectly all the “catch” words in the dictionary may
not be one of the cardinal business virtues, yet cer
tainly the ability to spell with assurance the words
that occur in the average business letter is not one
that should be thus lightly dispensed with.
Driving through the country a short time ago,
I was struck by the way in which the word “ac
commodation” was consistently misspelled. In
fact, I almost reached the conclusion that most of
the sign boards were possibly cut too narrow to

T
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include the two m’s in the word. This happens to
be but one example of many that could be men
tioned to show the carelessness with which ordinary
words are frequently treated.
In a former issue of this magazine, the following
list of common business words, which every busi
ness man and stenographer should be able to spell
with assurance, was published. With the thought
that the matter is of as much importance now as it
was at that time, the list is given below:
6. benefited
1. embarrassment
7. omission
2. accommodation
8. affidavit
3. recommendation
9. inexhaustible
4. supersede
10. exorbitant
5. indispensable
Test yourself by this list. The words that give
you trouble master at your earliest opportunity.

Guardians of the Portals
IN a recent issue of a Syracuse, N. Y., paper
appeared the following:
“Young girls who chew gum and pea shooting
boys who guard the outer gateways to the offices of
important business executives are being replaced
by elderly men who know the value of tact and
courtesy. It has long been a wonder to those who
had to make calls to important doors why so much
responsibility was placed on narrow and frivolous
shoulders. Today the visitor is being met by highgrade men and women who assume he or she had
come on business of importance. This is as it
should be.”
It is by no means true that all the young men
and young women who grace information desks are
lacking in tact and courtesy, and it is true that
frequently older men and women accord to the
incoming visitor more courteous attention than is
frequently accorded by younger office boys and
office girls.
The really hopeful sign is not so much replace
ment of the boys and girls by the older men and
women, as it is the increasing desire of many of
those who guard the outer portals to treat each
visitor with the courtesy and tact which is his due.
Respect and careful attention are replacing the
surly “whatcha want?” This is but another
indication of the increase of the spirit of coopera
tion in the everyday contacts of modern business.

Soundness not Newness
S MEWHERE it has been said that one
O
should “never read a book that is not a
year old.” In these days, when many other
wise normal men and women treat the latest
pronouncement as the best, the newest theory as
the most sound, might it not be well to paraphrase
our quotation somewhat in this wise—“Never let
newness be the test of an idea’s soundness.” If
this test were known to await the ill-considered
idea, it would be difficult to estimate the number
of half-baked opinions and ill-considered acts that
would never see the light of day.
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An Autobiography
of Gustav Eilbert
A Graduate of Pace Institute,
Washington
Y reasons for taking up the study proper, where I got my first real taste of
of accountancy probably dif the many interesting problems of the
fered considerably from those of machinist trade.
the vast majority of persons who take
up this study. At the time of enrolling
at Pace Institute, Washington, D. C., in
September, 1920, I was fairly well es
tablished in the engineering profession,
as I had had a good many years of
diversified engineering experience. Fur
thermore, I liked the work, with its many
interesting problems, and, therefore, felt
no need for a change.
Three reasons, however, prompted me
to pursue the study of this subject:
First, I felt that a study of accountancy
would afford me a splendid opportunity
to get acquainted with the adminis
trative branch of the engineering profes
sion. Second, I felt that a study of
accountancy and business administra
tion was necessary if I wished to carry
into effect my hope of sometime estab
lishing a business of my own. Third, I
felt that a study of accountancy, with
its related subjects of economics and
law, would give me a more general and
broader knowledge of the fundamental
principles of industrial engineering than
would be afforded by a study of strictly
engineering problems, in which I had
previously been almost exclusively in
GUSTAV EILBERT
terested.
The fact that I did not have in mind
following accountancy as a profession,
It was not long, however, before I
however, did not deter me from dili realized that my opportunities even as a
gently following my studies; and I applied machinist were limited, unless I mastered
the same faithful, conscientious effort to the theory as well as the practical prob
my accountancy studies as I had in the lems of the trade. Therefore, in 1902,
past to the study of engineering. More I enrolled in the “Machine Shop Prac
over, I was always mindful of oppor tice” course of the International Cor
tunities accruing through the study of respondence Schools. The study of this
accountancy when properly coordinated course I found to be of great help in my
with my engineering experience.
daily work, eliminating much uncer
I was born in Columbus, Ohio, March tainty due to inexperience and offering
18, 1885. After leaving public school, numerous suggestions for the solution of
I was employed for a time in a bakery, the many intricate problems encoun
a shoe factory, and a printing office. tered in machine-shop work. The prac
A brief period of employment in each, tical problems studied consisted mostly
however, was sufficient to convince me of tried and approved methods of per
that my vocational calling was to be forming work, many of which would
found elsewhere. In July, 1901, I probably never be encountered in a life
entered the employ of the Weinman time of experience, while others could
Machine Works, of Columbus, as an immediately be put to practical use. I
apprentice machinist. My first duties completed this course and received my
were those of blacksmith’s helper and diploma in July, 1904.
fireman in a low dingy basement of an
Although the course was of great help
old and dilapidated machine-shop, with to me in properly performing my work,
the thermometer hovering around the it also created the desire to move about
100 degree mark—an experience I shall as journeyman machinist to gain more
never forget and a most appropriate in experience, for many of the problems
troduction to the machinist trade. I en studied could never be used in the limited
joyed it, however, and, after four months scope of the small shop in which I was
of faithful sledge swinging and coal employed. This accounts for my varied
shoveling, I was transferred to the more experience of six years at the machinist
congenial position of tool-room boy. trade, during which time I changed
Here I became acquainted with the employment no less than seven times, on
names of the various tools and appli two occasions returning to shops in
ances used in the machine-shop, and after which I had been previously employed,
eight months’ service in the tool-room always, however, on a different class of
was transferred to the machine - shop work. By this means, I gained diver
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sified experience, which was not other
wise possible because of the prevailing
tendency to the specialization of em
ployes. All these changes were made
voluntarily and entirely for the purpose
of broadening my experience—a tradi
tional custom in the machinist trade.
Pecuniary remuneration always re
mained a secondary consideration.
Naturally, in my experience as ma
chinist, jobs were encountered where it
was necessary to work from drawings.
This further stimulated my interest in
the study of machinery. My ambition
was now to study the designing of
machinery and the making of the neces
sary drawings. After investigating the
various courses offered, I enrolled for the
complete draftsmen’s course offered
by the International Correspondence
Schools. This course was very satis
factory for my purpose, as it permitted
my continuing at the machinist trade,
which was absolutely necessary for
financial reasons.
My previous course, “Machine Shop
Practice,” dealt mostly with methods of
performing work, covering mathematics
necessary to the solution of machineshop problems only, and, therefore, did
not go beyond a thorough drilling in
arithmetic.
In the new course taken up, however,
I was confronted with a different prob
lem. I was compelled to take up such
studies as algebra, geometry, trigonom
etry, logarithms, mechanics, strength
of materials, and machine design, besides
the problems of geometrical drawing,
projections, intersections, and the de
velopment of surfaces involved in the
study of mechanical drawing. The
study of these subjects without the aid
of personal instruction was indeed at
times discouraging. However, being
encouraged by a realization of their im
portance as fundamental to engineering,
in which I was deeply interested, I was
able to conquer the many difficulties en
countered. I completed the course and
received my diploma in November, 1911.
This course, together with the “Ma
chine Shop Practice” course previously
taken, covered the major part of a
complete mechanical engineering course.
In July, 1907, after two years’ study of
the course, I entered the engineering
department of the Jeffrey Manufactur
ing Co., of Columbus. This company
contracts for the design, manufacture,
and installation of all types of machinery
for the mechanical handling of materials.
It is one of the larger companies of its
kind. I was now in position to apply
the theories of mechanical engineering
that I had studied, and, as a result, was
given opportunity to move about and
gain experience in the design of various
classes of machinery manufactured. On
two previous occasions, I was employed
in the machine-shop of the company.
I remained in this position from July,
1907, to June, 1916, a period of approxi
mately nine years, during which time
practically all phases of engineeringdepartment work were covered. While
here employed, I received several
months’ private tutoring under Mr.
W. K. Liggett, consulting engineer of the
company.
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My experience in handling corres
pondence in connection with engineer
ing work, emphasized the importance of
properly presenting engineering informa
tion and data in letters and reports. My
knowledge of this subject was rather
meager and practically all gained as an
incident to my work in the engineering
department. A desire to improve my
knowledge of English, and a familiarity
with the International Correspondence
Schools’ method of teaching, prompted
me to enroll for the “Commercial Eng
lish” course they were offering. This
course, like the others, I found to be of
great help.
In January, 1916, I took the civil
service examination, and in June of the
same year was appointed as skilled
draftsman at the Sandy Hook Proving
Grounds, Sandy Hook, N. J. Later in
the same year, I was transferred to the
Office of Chief of Ordnance, Washing
ton, D. C., to assist in the development
of heavy artillery, such as disappearing
guns, railway gun carriages, barbette
•carriages, and the like, used in seacoast
fortifications.
Taking advantage of the short work
ing hours prevailing in Washington, and
wishing to further my engineering stud
ies, I enrolled at the Washington Pre
paratory School in the fall of 1916,
specializing in physics. This course was
•completed the following year.
In July of 1918, I was chosen as a
member of a special commission sent to
France, in charge of Colonel G. M.
Barnes, to develop, in cooperation with
the French ordnance experts, a large
railway gun carriage to be used at an
early date against the German front.
The urgent need of guns of this type
necessitated a simplification in design
that would make possible their produc
tion in considerable numbers within the
shortest possible time. For this reason,
some of the more prominent engineers
of the country, such as Mr. K. Rushton,
chief engineer of the Baldwin Locomo
tive Works, Mr. C. E. Larsson, chief
engineer of the American Bridge Co.,
and Mr. C. L. Taylor, chief engineer of
the Morgan Engineering Co., each an
authority in his particular line, were
chosen as members of this commission
to advise on the best possible design for
quick production. My duty in this
connection was designing the combina
tion power and hand elevating mecha
nism for the gun. The design of this
gun from ground up was accomplished
in record time, and the commission re
turned from France with all drawings
complete, and work was started on pro
duction of the guns in the shops of the
Baldwin Locomotive Works at the time
the armistice was signed. Incidentally,
it might be mentioned that had the
submarine commander who attacked the
U. S. transport Maui, on Sunday,
August 11, 1918, taken better aim in his
several attempts to torpedo the boat, I
probably would not have had the oppor
tunity of studying at Pace Institute.
In October, 1922, I transferred from
the Office of Chief of Ordnance to the
Office of Chief of Engineers for Rivers
and Harbors, where my duty is to assist
in the development of floating plant,

such as hopper and pipe line dredges,
snag boats, tugs, and the like, used in
river and harbor improvement and in
maintaining ship channels throughout
the United States and its possessions.
It seems superfluous to relate here my
accountancy training, all of which was
received at Pace Institute. However,
for the sake of completeness, a brief
narrative is probably desirable. My
reasons for taking up the study of ac
countancy are given elsewhere. After
investigating the various courses offered
by the schools in Washington, I con
cluded that the Pace course was the
most desirable and enrolled at the Insti
tute in September, 1920. I completed
all the required work, took the final
examination in July, 1923, and received
my diploma at the Commencement
Exercises held at the New Ebbitt Hotel
on Saturday, November 24, 1923.
I had absolutely no knowledge of ac
countancy at the time of enrolling.
However, any success that I have had
with my course was due not to excep
tional ability, but entirely to hard, con
scientious, and systematic study. More
over, the concentrated study necessary
to the solution of engineering problems,
together with the study habit previously
formed, was of great help.
Probably an outline of this kind would
not be complete without some mention
of other interests besides study and work.
I take a general interest in sports of all
kind, particularly baseball. While work
ing as machinist, I was quite active in
athletics, playing baseball extensively
and taking part in athletic entertain
ments as wrestler and performer of
weight-lifting feats. My present re
creation consists mostly of walking and
bowling. I am a Master Mason, be
longing to Acacia Lodge No. 18, F. A.
A. M., of the District of Columbia.
I have always felt that the best and
surest way to gain a general knowledge
of any vocation is to profit to the fullest
extent by the experience of others. To
attempt to gain such knowledge through
personal experience alone is indeed a
slow and uncertain process. For this
reason, I believe the greatest help to be
had is the systematic study of a course
scientifically prepared by persons with
long years of experience in the particular
vocation. This is the plan which I have
always followed. Promiscuous reading
of miscellaneous books will not accom
plish the same result. Furthermore,
there is always a tendency to shelve a
technical book immediately when its
reading interferes with a less irksome
pastime. Besides, there is an obligation
assumed, in taking up a course of study,
which does not obtain in the case of
mere reading.

ELMER L. HATTER, certified public
accountant, announces the removal of
his Baltimore office from the Munsey
Building to 606 Citizens’ National Bank
Building.
CHARLES J. McCOLGAN, student of
the San Francisco Institute of Account
ancy, has been appointed chief of the
Income Tax Division, first district of
California, Internal Revenue Depart
ment.
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Academic Restrictions
in the Professions
HE New York “Sun,” as will be
seen by reference to an editorial
quoted below, evidently does not
agree with the views of Governor Smith,
as expressed in his memorandum veto
ing the McGinnies accountancy bill, as
to the undesirability of the restrictions
that are being placed upon the admission
to the bar. The memorandum, it will
be recalled, included the statement:
“I am opposed to the whole question
of narrowing the profession in our State
to men who can submit to some board
or commission academic qualifications.
At the hearing on this particular bill, I
took occasion to say that, aside from the
practice of medicine and dentistry, we
were too exacting in requirements in
many of the professions. The people
are entitled to the very limit of protec
tion in the case of doctors. The study
of medicine is a science. There is,
however, no occasion for the stringent
rules and regulations now in force for
admission to the bar.”
The “Sun,” commenting on the recent
high percentage of failures in the senior
class of the Columbia Law School, under
the caption “Good for the Law,” said—
“Of course, it is too bad that any
body should be disappointed at any
time or for any reason.
“However, the notice posted on the
bulletin board at Kent Hall in Columbia
University announcing that thirty-eight
students out of 140 of the senior class of
the Law School had been found lacking
and had failed in their final examina
tions is not a ground for unmitigated
sorrow.
“Twenty-seven were arts graduates of
various universities, including Harvard
and Yale. So it is to be presumed that
general education was not notably
absent.
“If the incident means that Columbia
has set an example by listening to the
recent advice of the American Bar
Association to put up the bars still higher
it is much to her credit.
“It is altogether too notorious that
the condition of legal education is in
a very bad way, with the result that
the administration of justice is ham
pered and litigants suffer through the
incompetence of many practitioners.”

T

C. H. CHAMBERLAIN announces his
withdrawal from the firm of Chamberlain, Care & Boyce, Inc., and his associa
tion in the public practice of accountancy
with L. K. Watkins, C.P.A., Room 306,
Liberty Building, 15 W. Swan Street,
Buffalo.

WILLIAM B. WEINBERGER, C.P.A.,
announces the opening of an office in
Room' 212, Trust Company of New
Jersey Bldg., Jersey City, for the prac
tice of accountancy, including specializa
tion in Income Tax matters. He also
maintains offices in the Hudson Terminal
Building, 30 Church Street, New York.
Mr. Weinberger is a former student of
Pace Institute, New York.
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Business is Recognizing
The Status of C.P.A. Certificate
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Methods of wage payments as related
to costs.
To what extent and in what manner
should detailed cost figures be given to
department heads?
Actual examples of the advantageous
use of operating budgets.
On what basis should raw material be
charged into production costs?
Should plant and equipment be de
preciated on cost or replacement value?
Should detailed cost work be cen
tralized in the head office?
Relation of planning and dispatching
to cost accounting.
How far is it proper for a trade asso
ciation to distribute cost information
among its members?
The above main topics are ably and
interestingly elucidated by papers thor
oughly prepared and read by various
members of the associations. Discus
sions that follow bring out many valu
able points and suggestions.
The accountant—even though not a
cost specialist himself—will find a
wealth of hints and ideas in a perusal
of this volume.

HE Buffalo Trust Company, in York State is entitled to receive greater
common with many aggressive consideration than one who has not
banking institutions, encourages, obtained his degree in this way.
in every practical way, the verification“I trust that this answers your
by professional accountants of state question.”
While the term “public accountant”
ments submitted to them for loan or
credit purposes. As an example of this, is commonly used when reference is
the following statement was included made to any accountant engaged in
some time since in a large newspaper public practice, there is a growing
advertisement published by this com tendency on the part of bankers, credit
men, lawyers, and the courts to make a
pany:
“I took them a statement of our distinction between the accountant
assets and liabilities and showed them who is fully accredited under the state
my profit and loss statement for the laws and one who has not conformed to
past two years audited by a public the usual professional requirements.
accountant.”
Mr. George F. Rand, Jr., president
of the Buffalo Trust Company, trans
mitted a copy of this advertisement to
Mr. L. K. Watkins, certified public
accountant, who is in practice in Buffalo,
ATIONAL Association of Cost
together with the following letter:
Accountants, Year-Book 1923
“We are enclosing a copy of one of our
and Proceedings of the Fourth
advertisements which appeared in the
International Cost Conference at Stat
Buffalo papers December 12th.
“It may be of interest to you because ler Hotel, Buffalo, New York, Septem
in it we imply an audit by a C.P.A. is ber 10,11,12,13, 1923. 377 pp.
From a small group of about thirtylooked upon with favor by this institu
five, this organization, in the course of
tion in its consideration of loans.”
Mr. Watkins noted that the term four years, has grown to a membership
N the course of an address to a credit
“public accountant” was used in the of over thirty-five hundred, with chap
men’s convention recently held in
advertisement, and, in acknowledging ters in all the principal cities of the
New York City, Lieutenant-Gover
Mr. Rand’s letter, commented on this United States, and in Toronto, Canada.
The Association, in this short period
nor George R. Lunn, of New York,
fact and discussed the matter as follows:
“I am this morning in receipt of your of time, has published more than three declared that 70 per cent. of American
letter of the 14th inst. with copy of an thousand pages of cost material, has business men were “economic illiterates.”
The lieutenant-governor deplored the
advertisement of your institution ap built up a cash reserve of over twenty
pearing in the Buffalo papers on Decem thousand dollars, has spread its mem lack of knowledge on the part of busi
ber 12th, and I thank you for your bership around the entire world, and is ness men of the fundamental laws of
still growing. It has inaugurated a economics and warned of the danger of
courtesy.
service department handling several
“Your letter speaks of the fact that hundred inquiries every year and render over-specialization in this age of speciali
an audit by a C.P.A. is looked upon ing special service to hundreds of mem zation.
“The trouble with them,” he said, “is
with favor by your institution in its
bers. The Association has brought that they do not study the fundamental
consideration of loans. The advertise together
a substantial library of cost
ment refers to a statement audited by a books and cost material, and has become laws of economics. Certain groups ap
pear to think that legislative bodies can
public accountant.
recognized as an organization that is overcome these fundamental laws of
“I would be interested to know making a useful contribution toward the economics. They can’t do it, but they
whether in your opinion an audit support of American industry.
are trying to every day in Congress and
certified to by a public accountant who
What still has to be accomplished is elsewhere. If two-thirds of the laws on
has received from New York State the best set forth as follows:
the State and national statute books
degree of Certified Public Accountant,
“Cost accounting is not an end in were wiped out, it would be a great gain
should receive any greater consideration itself; it can only be justified on the for fundamental law. No man can be
than the certificate of a man who has basis of the value of the product which gin to even read the laws that are in
not satisfied the requirements of the it turns out. The tools of cost account troduced in Congress and at Albany.
Regents of the state of New York, ing have to be perfected—but the Even if they devoted twenty-four hours
established to determine the fitness of greater task is to produce results which a day to it, they couldn’t do it.
applicants for that degree.
can be used effectively in the conduct
“This is an age of specialization in
“Your high standing in the banking of American business, and to show education, business and cultural life.
circles of this city, and the great develop American business men how they can There are always dangers accompany
ment which the Buffalo Trust Company use these results most effectively. To ing every advance, and the danger to
has had under your administration, this end, the cost accountant’s work day is that the specialists will spend all
render such an opinion of great value, must broaden to cover all phases of the time with their specialties, unmind
and I shall be glad to hear from you in business; in his efforts is to be found the ful of more important questions. There
this connection.”
key to most of the present day prob is no reason why specialists cannot have
Mr. Rand replied to Mr. Watkin’s lems of business. Cost accounting is as a general knowledge of economic laws.”
letter as follows:
broad as industry, and the cost account
“I have your letter of December 17th. ant has to be as broad in his viewpoints J. A. DUPLESSIS, a former student of
Pace Institute, Newark, and a former
“It has always been my understand as the field he covers.”
Aside from the information in respect member of the administrative staff of
ing that the requirements necessary to
obtain a degree of C.P.A. from New to the organization itself, the Year Book Pace Institute, New York, has been
York State are more rigid than those of contains much of technical interest, in appointed assistant secretary and treas
any other state. It is my opinion that cluding a discussion of the following urer of the Steel Equipment Corporation,
Avenel, N. J.
a man having this degree from New topics:

T
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Good-Will
OOD-WILL is the term usually 20 per cent. basis. This valuation would
applied to the well-known name amount to five years’ net earnings, after
and reputation of a business enter allowing an adequate interest return—
prise, which results in a higher incomesay 10 per cent.—on the value of the
producing ability than would exist in fixed plant and incidental assets used in
connection with another concern with the business. The method of approxi
identical capital, equipment, and man mation is the same as the one explained
agement, but without the name and in connection with the valuation of
reputation.
patent rights on an income-producing
The worth of the good-will and the basis.”
method of determining its value can not
The reference to the valuation of
be worked out on the basis of any patent rights is as follows:
standardized formula, notwithstanding
“An appraisement of the values of
the fact that there are certain generally patent rights and copyrights must often
accepted bases of valuation in use. In be made as a basis for sale or otherwise,
the final analysis the worth of the good or for the purpose of statement of finan
will depends upon its income-producing cial position. The cost of the secure
power, as has been explained.
ment of an asset of this character, so
The well-known name and reputation far as out-of-hand expenses are con
of The New York Times, for example , cerned, may be very small, and such
in conjunction with its subscription list, cost may be misleading as to its real
makes a certain amount of value in worth or value. No better basis, in the
vested in printing equipment much more absence of a sale and transfer, can be
productive than would the investment found for the valuation of an incomein a similar amount of equipment with producing asset of this character than
out the good-will. It is precisely this the income-producing power of the right.
power to produce income that makes A common method used to determine
good-will valuable.
value on this basis is to capitalize the
The less the good-will is dependent earnings on a percentage basis. Thus,
upon the personality of one or more if a patent has ten years to run, and is
individuals, the more stable the value is. producing $10,000 net income a year,
The good-will attaching to a professional the income, capitalized on a 25 per cent.
practice, for example, which is dependent basis, would amount to $40,000. The
very largely upon the personality and result is obtained by dividing the amount
personal ability of the practitioner, is of net income by the rate. The purchase
not as stable as the good-will of the of this patent upon the foregoing basis
ordinary merchandising business, which would mean that the purchaser is willing
is not based to an equal extent, at least to pay an amount equal to the probable
in the developed stages of the business, returns for four years in order to secure
on the personal qualities of the pro the net income from the patent for the
prietor.
remaining six years of its life.”
An approximation of the value is
It is not meant that there is of neces
often arrived at by considering the value sity a relation between the value of a
to be equal to a certain number of years’ patent and the value of good-will, but
net income or profit. For example, the merely that intangible capital asset
value of the good-will of a professional values depend for their value upon their
practice may be valued on the basis of income-producing power, and, taking
the professional income for two years. into account the probable life of the
In a similar way, the good-will of a particular asset, an amount is deter
merchandising business may be valued mined which is the capitalized value of
on the basis of three years’ net profit.
the income-producing power.
The problem of valuation is somewhat
similar to the valuation of the franchises
and other intangible capital asset values
of public service companies. With
respect to this matter, which is closely
related to the valuation of good-will,
Mr. Homer Pace has recently written as
follows:
“Many public-service companies have
HE annual election of officers of
tried to establish the value of their
the Merchants’ Association of
franchises as a part of the value upon
New York took place at a recent
which they were entitled to earnings.
meeting of the Board of Directors.
There has been much objection on the
part of the general public to the inclusion following officers were elected: Lucius R.
of such values, inasmuch as the value Eastman, president of The Hills Brothers
exists by reason of a public grant to the Company, president; Lincoln Cromwell,
particular corporation. In certain in of William Iselin & Company, first vicestances, revaluations have been made, president; Bertram H. Borden, president
in which the franchises and other in of M. C. D. Borden & Sons, second
tangible values, after an interest return vice-president; Henry Ives Cobb, third
upon the value of the physical plant has vice-president; John H. Love, treasurer;
been allowed, have been capitalized on a and S. C. Mead, secretary.

G

New York
Merchants’ Assoc’n
Elects Officers
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Thomas Cullen Roberts
NCE more Accountancy has suf
fered a great loss. Thomas Cul
len Roberts, a pioneer in the
ranks of accountants, died at his home,
1203 Garden Street, Hoboken, N. J.,
on April 5, 1924.
Mr. Roberts was eighty-four years old.
He became associated with the profes
sion while it was yet in its infancy, and
he maintained an active interest in it
to the time of his death. The number
of the certified public accountant certi
ficate issued to him by the State of New
York—number one hundred and fiftyfour—indicates his early participation
in accountancy matters.
During his lifetime Mr. Roberts was
affiliated with and was active in many
professional accountancy societies and
organizations, some of which he served
in executive capacities with great honor
to himself and the organizations. He
was a member of the New York State
Society of Certified Public Accountants,
a member and ex-president of the New
Jersey State Society of Certified Public
Accountants, a member of the American
Association of Public Accountants and
secretary from 1893 to 1911, a member
of the American Institute of Account
ants, and secretary and treasurer of the
Journal of Accountancy from the
date of its organization until 1911.
Mr. Roberts’ death records the passing
of an able man, an able accountant, and
a loving husband and father; and will
be noted with sorrow by the many mem
bers of the profession who knew him.

O

Boston Class Holds
Outing
LASS D-411, Boston Pace Insti
tute, held an outing Sunday,
June 22nd. The members, meet
ing at 10:30 A.M., boarded the boat,
chartered for the occasion, and enjoyed
a delightful sail down Boston Harbor,
visiting the various points of interest.
Luncheon was served on the boat.
Music was provided, and a general songfest was enjoyed by all. A landing was
made at Marblehead, giving the class
an opportunity to go bathing and to
visit this interesting place. At 7:00
P.M. the return journey started.
Luncheon again was served, and when
home was reached at 11:00 o’clock, all
were agreed that a very profitable day
had been spent. The committee in
charge was headed by Mr. J. Maynard
Matthews and Miss Hilda M. Linfield.

C

STEIN, ROSS & SACK, certified public
accountants, New York, announce the
The
retirement of N. F. Ross from the firm.
The new firm of Stein & Sack will con
tinue the practice of accountancy at
110 West 40th Street.
ALFRED CLOUGH and F. J. DON
AGHY, Pittsburgh School of Ac
countancy, have recently joined the staff
of Marwick, Mitchell & Company, ac
countants and auditors, of Pittsburgh.
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Definition of the Public
Practice of Accountancy
M. L. K. WATKINS, certified
R
public accountant of Buffalo, is
always interested in matters of
English, particularly in the development
of clear-cut terminology for the technical
purposes of accountancy. In a recent
letter to Mr. Homer S. Pace, in referring
to the definition of accountancy that was
contained in the McGinnies C.P.A. bill
—a bill restricting accountancy practice
to certified public accountants, which
was passed by the legislature, but vetoed
by Governor Smith—Mr. Watkins made
the following comment:
“Your very good definition of the
public practice of accountancy, con
tained in the draft of the proposed law,
contains the expression ‘verification of
financial transactions.’ Should not this
more correctly be, ‘verification of the
record of financial transactions?’ You
know that I have always held that it is
much easier to criticise than to con
struct.”
To the foregoing Mr. Pace replied as
follows:
“I am interested in the question you
raise with respect to the definition in the
proposed C.P.A. act. The definition
states ‘verification of financial transac
tions and accounting records.’ The
principal objective in auditing, from my
viewpoint, is not to determine whether
bookkeeping records and statements are
in agreement, but as to whether the
statements properly disclose the effects
of financial occurrences that actually
took place. The records are but an
intermediary. In the instance of a
cash payment, the question, funda
mentally, is whether or not the payment
was actually made. The paid check
would be good evidence of the payment,
although it might not definitely indicate
what the payment was made for, and it
might not distinguish it sufficiently from
other payments. The entry in the cash
book would be less direct evidence. We
often accept somewhat flimsy evidence
of the actual financial happening, and
we may, in fact, because of a good
method of internal control, accept whole
series of transactions without abso
lutely proving the specific items. Our
judgment, however, is finally expressed
as to the happenings of the transactions
themselves, not as to the mere agree
ment of the bookkeeping records and the
statements certified.
“We certainly could not expect our
definition to stand the acid test unless
we went back to the substantiation of
the records themselves. However, I
thought it wise to include the words
‘accounting records,’ in order to avoid
any possible doubt and to meet the
possible objections of those who have
not had the time to think fully about
the fundamentals of auditing.
“The definition to be really complete
should include the words ‘value fluctua
tions,’ in which instance it would read,
‘verification of financial transactions,

value fluctuations, and accounting re
cords.’ A financial transaction involves
a passing over of value from one person
to another, based on some contractual
relation. When a building depreciates,
there is a financial effect, which I call a
value fluctuation, although there is no
financial transaction. I did not include
the term ‘value fluctuation’ in the
definition because it is a phrase that I
coined myself, and I hardly considered it
advisable to include a phrase in a law
which did not have a widespread
recognition of its technical meaning. A
definition is a peculiar thing, and there
are many practical considerations that
have to be taken into account. Often
times, it is better to use that which will
be commonly understood and accepted,
even though there are inaccuracies, than
to use that which is complete enough to
be scientifically correct.”
Mr. Watkins may have had in mind
that the record to be verified was the
original document, such as a receipt,
check, or other instrument that furnishes
proof that the transaction took place.
In any event, there is probably no differ
ence of opinion as to the actual work to
be accomplished in auditing.

In order that the foregoing discussion
may be more intelligible to our readers,
the complete definition of the public
practice of accountancy, which was in
cluded in the bill that was vetoed—a
definition that is said to have been the
first of its kind—is given, as follows:
“A person engages in the public prac
tice of accountancy within the meaning
and intent of this article who, holding
himself or herself out to the public as a
qualified practitioner of accountancy,
offers for compensation to perform, or
who does perform, on behalf of clients, a
service that requires the audit or verifi
cation of financial transactions and ac
counting records; the preparation, veri
fication and certification of financial,
accounting and related statements for
publication or credit purposes; or who
in general and as an incident to such
work renders professional assistance in
any or all matters of principle and detail
relating to accounting procedure and the
recording, presentation and certification
of financial facts.”
The Editor will be glad to receive and
to publish comment with respect to the
clause discussed above or with respect
to any other phase of the definition.
FORD, BACON & DAVIS have re
cently published a booklet of interest
to accountants and engineers, entitled
“Criteria of Investment.”

ANNOUNCEMENT
Pace Institute, New York, from now on
will provide tutorial instruction for the
limited number of students accepted for
enrollment in the day-school division.
The following dates have been announced
by the Registrar for admission on the
tutorial basis to the day-school courses
in Accountancy and Business Adminis
tration:

August 4
August 18

September 2
September 15

Write for leaflet, “Tutorial Instruction in
Accountancy,” which describes in detail
this distinctive method of instruction.

Pace Institute
30 Church Street

New York City
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Early Fall Classes in
Accountancy and Business
Administration are forming
now at Pace Institute, New
York,Washington, and Newark.
Pace Institute, New York
Semester A—Accountancy and Business Administration—August 19
Shorter Course in Accounting for Women—September 17

Pace Institute, Washington
Semester A—Accountancy and Business Administration—September 15

Pace Institute, Newark
Semester A—Accountancy and Business Administration—September 11

Write for full information pertaining to these classes and the work of
Pace Institute. Ask particularly for “Your Market Value,” an inter
esting booklet containing helpful information about men and women who
have been trained through the medium of the Pace Course.

Pace Institute
30 Church Street, New York
Transportation Building
Washington, D. C.

24 William Street
Newark, N. J.

